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SACRAMENTO UPDATE

State Budqet Update

The Assembly Budget Subcommittees completed their actions on the State Budget on
Friday, May 30, 2008. The full Senate Budget Committee and Subcommittees are
continuing to conduct hearings this week. As of today, the Senate Budget Committee
intends to complete its work by Thursday, June 5, 2008. The Budget Conference
Committee wil commence its work beginning the week of June 9, 2008.

Significantly, both the Senate and Assembly Budget Committees acted last week to
reject the proposed reductions to the Medi-Cal Safety Net Care Pool (SNCP) and the
South Los Angeles PreseNation Fund. These actions avoided a County loss of
$24.4 million ($14.4 million for SNCP and $10 million for the South Los Angeles
PreseNation Fund). Because both Houses took this action, these two issues would
normally not come before the Budget Conference Committee. However, Conferees
have the authority to open any item in the Budget regardless of whether it is deemed to
be "in Conference."

In addition, both Houses rejected the Administration's proposals to make CalWORKs
children ineligible for actions or failure to act by the parents, to eliminate State financial
participation in IHSS wages above the minimum wage, and to reduce Child Welfare
SeNices Administration funding. As previously noted, Conferees have the opportunity
to open and act on these items with two votes from each House.
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State's Cash Flow Situation

On Friday, May 30, 2008, the State Controller's Office held a briefing on the State's
cash position. A copy of a handout from the briefing is attached for your reference
(Attachment I). As of April 2008, the State had $15.3 billion of potential internal
borrowing available. It is currently estimated that the State will run out of cash and
'internal borrowing options by mid-September. Based on comments from the
Controller's staff, it seems likely that a decision to borrow externally will have to be
made sometime around the beginning of August, if the FY 2008-09 State Budget has
not yet been enacted.

When cash receipts and internal borrowing are exhausted, it wil be necessary for the
State Controller, in conjunction with the State Treasurer, to initiate external borrowing.
Options for external borrowing include Revenue Anticipation Notes (RANs) and
Revenue Anticipation Warrants (RAWs).

RANs and RAWs have different legal and practical constraints which limit their use.
RANs are short-term borrowing instruments that are the most common external cash-
flow tool employed by the State. RANs have low issuance costs and short issuance
times, but they are only used for borrowing within a fiscal year. In addition, the State
Budget must be enacted prior to their use. RAWs, on the other hand, can be issued in
one fiscal year and repaid prior to the end of the next fiscal year. The State Budget
need not be enacted prior to their issuance. However, RAWs are viewed as a "Iast-
resort option" as they take longer to issue (two to four months) and the interest rates
and issuance costs are generally higher under the best of circumstances.

The issuance of RAWs is further complicated by several factors. If RAWs are issued
without an enacted Budget, the State's credit rating (already the second worst in the
United States), structural deficit, and the fact that the State Budget was not enacted
prior to the start of the fiscal year will negatively impact their issuance. These
circumstances would lead to higher interest rates and issuance costs and create more
stringent requirements for credit enhancements (similar to having a co-signer or
guarantor). Further, the turmoil and uncertainty in today's credit and liquidity markets
that was created by the sub-prime mortgage foreclosure crisis and the accompanying
write-off of hundreds of billions of dollars in mortgage loans injects considerable
uncertainty as to the availability of borrowable funds and credit enhancements.

The Governor's May Revision includes a $10 billion RAN, which is larger than any RAN
previously issued by the State. The size of the RAN is based on the premise that the
Legislature would accept all the Governor's proposed Budget-balancing solutions from
January and May. To date, it seems clear that a significant number of the program
reductions proposed by the Governor lack sufficient support in the Legislature.
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Additionally, the Governor's proposal to expand and securitize the State Lottery, subject
to the approval of voters, may not have ample support in the Legislature. The
Controller's staff indicated that the contents and shape of the enacted State Budget may
still necessitate the issuance of RAWs, even if the State Budget is enacted in a timely
manner.

CSAC Conference Hiqhliqhts

On May 21-22, 2008, the California State Association of Counties (CSAC) held its
annual Legislative Conference in Sacramento. Several of the key discussions and
presentations focused on the State's budget crisis and potential strategies that wil be
used in the development of the FY 2008-09 State Budget. In addition, CSAC's Policy
Committees held meetings on a wide range of topics of interest to counties. Key
actions of the CSAC Board of Directors and an item of interest are discussed in
Attachment II.

Status of County Sponsored Leçiislation

County-eo-sponsored SB 579 (Wiggins), which would permit the Board of
SupeNisors to authorize reinstatement of firefighters who were forced to retire on or
after April 1, 2007 because they had reached the age of 60, and remove the mandatory
April 1 , 2009 retirement date for a Fire Chief in a county of the first class, was signed by
the Governor on Monday, June 2, 2008. As an urgency measure,
SB 579 (Chapter 21, Statutes of 2008), was effective immediately.

We will continue to keep you posted.

WTF:GK:MAL
DD:IGA:mp

Attachments

c: All Department Heads
Legislative Strategist

Local 721
Coaliion of County Unions
California Contract Cities Association
Independent Cities Association
League of California Cities
City Managers Associations
Buddy Program Participants
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Attachment II

CSAC CONFERENCE HIGHLIGHTS

Action Items

Parole Realiqnment. The CSAC Board of Directors approved the recommendation of
the Administration of Justice Policy Committee to oppose the Legislative Analyst's
Office (LAO) Parole Realignment proposal. In addition, the CSAC Board of Directors
approved recommendations for CSAC to advance other options on Parole Realignment
that include additional funding for adult probation seNices and the movement of low risk
offenders to community based programs. CSAC indicates that that there are very few

. resources and programs available at the local level to address the seNice needs of
adult probationers.

CSAC also expressed a willingness to continue to participate in future Parole
Realignment discussions. In addition, technical revisions to CSAC's Corrections
Reform County Policy Principles and Guidelines were approved to reflect references to
CSAC's Realignment Principles, adding a principle related to completing reentry plans
prior to a probationer's transition back into the community, and ensuring proposals
adequately address impacts on local criminal justice systems.

Sex Offender Manaqement. The CSAC Board of Directors approved the
recommendation of the Administration of Justice Policy Committee to adopt a policy on
sex offender management. The policy considers emerging best practices and outlines
the role of counties in managing the sex offender population. The document was a
collaborative effort of a Statewide working group of county sheriffs, supeNisors,
probation officers, and other representatives of county government. Specifically, the
fundamental principles and policies included: the need for a sex offender management
policy that contains restriction clauses that focus on an offender's movements rather
than their residence; coordination of sex offender management among counties; the
need for community education; use of compatible technologies to allow monitoring
throughout the State; the need for stable and sufficient funding by the State to
implement an adequate management system; and a reexamination of sex offender
management policies at state and local government levels in order to reflect the most
current laws and decisions of the courts.

Statewide 2-1-1 System. The CSAC Board of Directors approved a recommendation
from San Diego County to support Statewide coverage of 2-1-1 systems to provide
community and non-emergency disaster recovery information and referral seNices. In
addition to the day-to-day benefits of 2-1-1 in providing residents with information and
referrals on health and human seNice programs, the San Diego County 2-1-1 system
played a critical role in disseminating information to residents on mandatory evacuation
orders, shelter locations, road closures, relief and recovery resources, and donation and
volunteer opportunities during the major wildfires of 2007.

Approximately 91 percent of California is projected to have 2-1-1 access by 2009. The
goal included as part of the recommendation is for 100 percent coverage throughout the



State by 2010. Funding remains a critical issue, especially for smaller counties with
little or no call center infrastructure. 2-1-1 California continues to pursue State and
Federal funds for pilot projects designed to acquire the necessary infrastructure.
Several implementation strategies were discussed, including central call centers that
may serve multiple counties.

SAFETEA-LU Reauthorization Priorities and Principles. The CSAC Board of Directors
approved the recommendation of the Housing, Land Use, and Transportation Policy
Committee to adopt draft priorities and principles for use in advocacy in upcoming
discussions related to the reauthorization of the Safe, Accountable, Flexible, Efficient
Transportation Equity Act: A Legacy for Users (SAFETEA-LU). SAFETEA-LU
authorizes Federal surface transportation programs for highways, highway safety, and

.transit for the 5-year period 2005-2009.

The priorities and principles include the need to: streamline the approach to the
allocation of Federal funds; protect and enhance transportation revenues and

expenditures; protect previous and future investments through system maintenance and
preseNation; increase safety on existing transportation systems; improve environmental
stewardship and address climate change concerns; streamline regulatory and project
delivery processes; increase State, regional, and local flexibility to respond to needs;
provide assistance for data collection; and provide an incentive program for agencies
that exceed expectations.

Item of Interest

County Mental Health Plans. The Health and Human SeNices Policy Committee
provided updates of several health and mental health topics. One topic of interest to the
County dealt with county mental health plans for Medi-Cal specialty mental health
seNices. The CSAC staff report to the Committee outlined the responsibilities of county
mental health plans, difficulties encountered by counties in seNing as the managed
care plan for specialty mental health seNices, State General Fund and Realignment
revenue issues, effects of medical inflation and increasing prescription drug costs,
potential impacts of the State budget deficit, Federal rule changes, and State
Department of Mental Health issues. As a result of the increasing difficulties to provide
the seNices contemplated under the mental health plan, the report noted that three
counties, including Glenn, Shasta, and Riverside, are contemplating refusing to seNe
as the mental health plan for their respective counties.
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